In this paper we study the effect of different degrees of employment protection on absenteeism, paying attention to differences between workers moving from protected jobs to insecure jobs, on the one hand, and workers moving from insecure to secure jobs, on the other hand. Using a large representative sample of Italian workers, we show that workers' reaction in terms of sickness leave is not symmetric: losing protection (bad news) is more effective than gaining it (good news). We claim that this asymmetry is consistent with the behavior of financial markets responding to good and bad news. In our case, workers react in a more prudential way to improvements in their employment status ("wait and see" strategy), while they do immediately adjust to worsening job security by showing off healthy behavior.
Introduction
Workers' health status is not perfectly observable by employers. The sickness insurance system, or the employer, may provide for restrictions and obligations in order to claim sick leave, but absence is ultimately a worker decision. Several factors affect this decision: the worker's actual health status, her value for leisure, job satisfaction, as opposed to work stress and dissatisfaction, and incentives.
Incentives may change. Along her active life, a worker may experience several jobs, characterized by different working conditions, complexity, co-workers and protection from firing. Ceteris paribus, workers covered by higher employment protection are less exposed to the threat of losing their job when caught shirking, therefore they have higher incentive to report as sick. Then, when the employment contract changes, worker behavior should also change.
We show that workers' reaction is not symmetric: losing protection is more effective than gaining it.
A bunch of papers already studied the relationship between employment protection and workers' effort, measured in terms of absence from work. Lindbeck et al. (2006) and Olsson (2009) exploit a natural experiment in Sweden to estimate the effect of lowering employment protection on sickness absence. Riphahn (2004, 2005) find that absenteeism increases when the worker get entitled to higher protection. Scoppa (2010) experiments with several measures of job security and consistently find a negative correlation between security and absence due to sickness. Among these studies, only Ichino and Riphahn (2005) clearly rule out any composition effect by analyzing the same pool of workers before and after the probationary period. Their estimates show a significant increases in absence once employment protection is granted. Nevertheless, it is difficult to generalize those findings. First, they rely on a specific case study, employees in a large Italian bank. Second, these workers have all being hired under permanent contracts, subject to a short probationary period. The incentives faced by this selected sample are likely to be very different from those faced by a representative temporary workers, who may or may not be renewed as permanent.
We present empirical evidence based on a large representative sample of Italian workers employed in the private sector, WHIP 1 , drawn from administrative data.
Around 370,000 individuals are followed from 1985 to 2004 and, since 1998, the information about the contract type is provided. 2 Controlling for individual and firm characteristics, we can identify the effect of different degrees of employment protection on absenteeism. Furthermore, we depart from existing literature because, by exploiting the panel dimension of the data, we can assess the different magnitudes of the employment protection effect for workers moving from safe jobs -permanent contractto insecure jobs -fixed-term and temporary agency employment arrangements -with respect to workers changing from insecurity to security.
Overall, the likelihood to experience a period of sickness is significantly lower for temporary workers but with remarkable differences. Individuals formerly employed under a temporary contract, do not change their absence rate when they get a permanent contract. Instead, permanent workers significantly reduce absence when they lose employment protection. This suggests that individuals react in a different way to improvement in their working conditions, with respect to worsening.
We then explore whether this asymmetric behavior is due to a slow adjustment to the new job. Regressions including lags in the contract type show that this is actually the case for workers gaining employment protection, while those loosing it adjust immediately. This is in line with the literature on bad and good news in the financial market. Good news are met with a prudential behavior and small, lagged movements in the outcome variable. Instead, bad news induce an immediate and large reaction.
The paper is organized as follow. In Section 2 we summarize the literature on workers absenteeism. Data are described in Section 3. In Section 4 we present our analysis of the effect of job security on absence. The asymmetric results are discussed in Section 5, where we propose and test the good news vs. bad news hypothesis. Section 6 concludes.
Literature
Both the theoretical and the empirical literature on workers' absenteeism have mainly focused on labor supply aspects. The analysis has been based on the standard labour supply model in which the worker, given her health status and preferences for leisure, chooses either to work or to claim sick leave. The resulting (absence) behavior is explained by (i) worker's characteristics --such as age, gender, marital status, etc. --that determines the health status and the marginal utility of leisure of the worker; (ii) contractual arrangements -like working hours, wage --and (iii) economic incentives --sickness insurance system --that affect the cost of absence.
A common finding in the empirical studies is that females and older workers exhibit higher sickness rates than males and young workers. Higher wages provide an effective incentive to work, while longer working hours are associated with higher absenteeism (Barmby et al. 2004) On the other side, flexible working-time and parttime arrangements decrease sickness absence (Lusinyan and Bonato, 2007) .
Several papers show that absenteeism is very sensitive to the generosity and duration of sickness benefits. (Johansson and Palme, 1996; Barmby et al. 2002; Bergendorff et al. 2004; Lusinyan and Bonato 2007) .
The threat of being fired can act as a worker discipline device. As a matter of fact, the empirical evidence suggests a negative correlation between the unemployment rate and absenteeism rate (Leigh, 1985; Arai and Skogman Thoursie, 2005) . Furthermore, higher employment protection is associated with higher absenteeism, since it decreases the expected cost of absence for the worker.
A theoretical model of workers' absence and employment protection has been proposed by Ichino and Muehlheusser (2008) and empirically tested in Riphahn (2004, 2005) . Further evidence in support of the discipline device of low protection is provided by Lindbeck et al. (2006) and Olsson (2009) , for Sweden, and Scoppa (2010) , for Italy.
Data description
The Each worker may be associated with more than one employment relationship within the same year. In every record we observe worker's age, gender and region of birth, contract type (from 1998 onwards), the beginning and end of the employment spell, the number of paid working days, the yearly gross wage, whether the worker has been on sick leave, maternity leave or temporary lay-off (Cassa Integrazione Guadagni, CIG, which is a sort of Wage Guarantee Fund). Firm information includes size, industry, location of the head office and of the workplace.
Since we are interested in the effect of employment protection on absence due to illness, we exclude self-employed from the analysis and concentrate on employees. We also exclude those who have been absent during the year due to CIG or maternity, top executives, 3 and workers older than 54. 4 Firms information is available only until 2002, therefore the sample used in the analysis cover the period 1998-2002. In the end, we are left with more than 390,000 individual-year observations.
For each observation we can construct two absence indicators:
• sick: whether the individual had any absence due to illness during the year
• absence_rate: number of lost working days divided by the number of working days during the year
The number of lost working days is constructed using the information about the length of the employment spell and the number of paid working days. When the sickness benefit is paid by the national insurance system, those days are not included among paid working days.
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Sickness absence varies greatly in the sample. Most of the workers are never sick, but some of them display a large number of absent days. The overall standard deviations is over 4% (10 days over a full working year), while the average is lower than 1% (2 days over a full working year). The average absenteeism rate is increasing with age and decreasing with wage, but due to the large variability, unconditional differences are not statistically significant. Nor a clear correlation with the employment contract is evident in the data (Table A .1).
Empirical analysis
As a preliminary analysis, we estimate the probability of being absent due to illness in a given year using the dummy sick. This indicator is less informative than absence_rate, since it does not discriminate between workers with low and high absenteeism. Nevertheless, probit estimates clearly show that workers under temporary employment arrangements-seasonal jobs, fixed-term and temporary agency employees -are less likely to be on sick leave.
The marginal effects of the contract type, with respect to the permanent contract, are reported in Table 1 for different samples: (i) all workers, (ii) workers who changed employment contract from a temporary one to a permanent one in two consecutive years, (iii) workers who changed employment contract from a permanent one to a temporary one. 6 We control for workers' characteristics (gender, age, age squared, region of birth), qualification, log monthly wage, length of the employment spell and length squared, firm size, industry, workplace location, and year dummies.
In the upper panel of Table 1 , the full sample is considered. The likelihood to be absent with respect to permanent workers, is 6.1 percentage points lower for seasonal workers; 3.3 percentage points lower for employees on fixed-term contracts; and 5.4
percentage points lower for temporary agency workers. Columns (2) and (3) replicate the estimates after restricting the sample to employment spells of at least 1 and 2 months, respectively. Columns (4) and (5) refer to the sample of males and females. The estimated effects of the contracts are basically unchanged.
The negative effect of temporary employment is confirmed in the lower panels.
Comparing the second panel -from insecure jobs to secure jobs -with the third panelfrom secure jobs to unsecure jobs -we find no clear cut evidence of asymmetry. Notes: ***, **, * indicates, respectively, statistical significance at 1, 6, 10 percent level.
Estimates are obtained using Probit model. All regressions control for: workers' characteristics (gender, age, age squared, region of birth), qualification, log monthly wage, length of the employment spell and length squared, firm size, industry, workplace location, and year dummies. The marginal effects are computed at average values of the covariates. In column (2), all employment relationships shorter than 1 month are excluded from the sample. In column (3), all employment relationships shorter than 2 month are excluded. Column (4) and (5) consider only males and females, respectively.
Instead, asymmetry is evident in the effect of the employment contract on absence_rate.
Estimates are reported in Table 2 for the same samples employed in the probit
regressions. The first column shows the results of pooled OLS regression. Columns (2) to (9) apply a fixed effect estimator. Notes: ***, **, * indicates, respectively, statistical significance at 1, 6, 10 percent level. All regressions control for: workers' characteristics (gender, age, age squared, region of birth), qualification, log monthly wage, length of the employment spell and length squared, firm size, industry, workplace location, and year dummies. The marginal effects are computed at average values of the covariates. Estimates in column (1) are obtained using pooled OLS, all the other columns use FE methods. In column (3), all employment relationships shorter than 1 month are excluded from the sample. In column (4), all employment relationships shorter than 2 month are excluded. Column (5) and (6) consider only males and females, respectively.
Again, less protected workers are associated with lower absenteeism. In the full sample, using FE (Col. 2) seasonal workers' absence rate is 0.47 p.p. lower than permanent workers, the reduction is 0.31 p.p. for fixed-term contracts and 0.38 p.p. for temporary agency employee.
Results change dramatically in the lower panels. The absence rate does not significantly change for workers moving from unprotected contracts to protected contracts (panel 2). Instead, formerly permanent workers significantly reduce absence when they lose employment protection (panel 3).
Discussion
Our main results only partly confirm the discipline device effect of low employment protection found in the literature. Although workers employed under temporary contracts display lower absence, the same worker does not respond in the same way to a decrease or to an increase in job security. A permanent worker who loses her job for an unprotected one, adjusts her behavior by significantly reducing absence.
Instead, gaining a protected job does not imply higher absences.
The former result is in line with Lindbeck et al. (2006) and Olsson (2009) . The lowering of employment protection makes the threat of dismissal more credible and, therefore, absence cost increases.
The latter result apparently contradicts Ichino and Riphahn (2005) . They show that employees increase absenteeism as soon as the probationary period ends and they get entitled to full employment protection. On the contrary, we find that temporary workers do not change their behavior once they get a permanent contract.
A possible explanation is that temporary workers face different incentives than workers hired under a permanent contract, with a probationary period. The formers have a relatively lower probability to get renewed as permanent, hence the expected benefit from low shirking is limited. In our sample, among the temporary workers who have been employed in two consecutive years, only 15% got a permanent job. 7 Instead, in
Ichino and Riphahn sample, out of 895 employees, only 37 are fired or quit during the probationary period, i.e. 96% of them are continued, hence refraining from shirking is more valuable.
The small continuation probability can account for the irrelevance of the employment contract for the subgroup of workers moving from unsecure to secure jobs, but it cannot explain the high reaction of permanent workers losing their job for a temporary one. They should also face low incentives to reduce shirking and keep their former behavior. But we consistently estimate a large adjustment. Why?
Let's rephrase the question. Getting a permanent job when it is not very likely is a good news; losing a protected job is also not very likely and can be considered a bad news. Do individuals react more to bad news than to good news? Yes, they do.
This puzzle has been well documented in the finance literature (e.g. McQueen et al., 1996) . Stocks react slowly to good news, while they immediately discount bad news. If this is true for workers as well, then we would observed a lagged effect of the good news -getting a permanent contract after a temporary employment -but no lags in bad news -losing a permanent contract for a temporary one.
To test this hypothesis, we replicate regressions in Table 2 adding lags in the contract type. The sample sizes get smaller, since we require the worker to be employed in a temporary (permanent) job followed by two consecutive years under a permanent (temporary) contract. This is particularly restrictive for those changing from permanent to temporary jobs. Results are depicted in Table 3 . Consistently with the previous results, the immediate reaction of workers receiving good news is not significant, and only marginally significant in Col (2). Also the lagged effect of seasonal contract is not significant, but having been employed as a fixed-term worker or temporary agency employee has a large negative impact, significant at 5% level, in the year following the contract conversion, the effect being larger for males. This is coherent with our prediction of slow adjustment to good news.
The second panel of Table 3 shows that bad news do not show any lagged effect.
Compared to Table 2 , the on impact effect is not significant either, probably due to the sample limitation.
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Workers do adjust their behavior to changes in employment protection, but at a different pace depending on the sign of the change. Individuals respond to good shocks in a prudential way ("wait and see"). Instead, bad shocks induce an immediate and large reaction. Unlucky workers cope with the worst scenario by showing off healthy behavior, they make the best of a bad bargain.
Conclusions
This paper was aimed at studying the effect of different degrees of employment protection on absenteeism, paying attention to differences between workers moving from safe jobs -permanent contract -to insecure jobs -fixed-term and temporary agency employment arrangements -with respect to workers changing from insecurity to security.
Using a large representative sample of Italian workers, we show that the deterring effect of holding a temporary contract is mainly ascribable to individuals losing job protection, while those gaining permanent protected jobs do not seem to modify their absence behavior. We explain this asymmetry by arguing that workers may react in a more prudential way to improvements in their working conditions ("wait and see" strategy), while they adjust immediately as they get worse. Our estimates support the hyphotesis of slow adjustment to improvements and fast adjustment to worsening.
The asymmetric behavior of individuals facing good news versus bad news is not a novelty in economics. This puzzle has been well documented in the finance literature. Good news are met with a prudential behavior and small, lagged movements in the outcome variable; bad news induce an immediate and large reaction. 
